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1 . OIL PRODUCING COMPANIES STUDYING IMPLICATIONS FOR THEM OF 
LATEST OPEC PRICE DECISION. MOST THINK COMMISSIONER OF PETROLEUM 
RESOURCES BUHARI DEMONSTRATED MODERATE ATTITUDE AND GOOD GRASP 
OF FACTS OF INTERNATIONAL PETROLEUM SITUATION IN HIS PRESS 
CONFERENCE DEC. 21. 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 


2. COMPANY OFFICIALS AGREE WITH BUHARI'S OBSERVATION THAT IT WILL 
BE AT LEAST TWO OR THREE MONTHS BEFORE SAUDI ARABIA CAN INCREASE 
PRODUCTION SIGNIFICANTLY ABOVE PRESENT LEVELS, IN MEANTIME, THEY 
EXPECT THAT CRUDE OIL PRICES WILL HAVE WORKED THEMSELVES OUT 

IN ACCORDANCE WITH MARKET FORCES UNTIL THERE WILL NO LONGER BE 
A TWO-TIER PRICE SYSTEM IN ANYTHING BUT NAME. 

3. COMPANIES HAVE RECEIVED NO INDICATION FROM FMG YET ON 
SPECIFIC PRICES FOR FIRST QUARTER 1977. AFTER OCTOBER 1975 

OPEC PRICE INCREASE, NIGERIA SIMPLY ADDED ONE DOLLAR DIFFERENTIAL 
TO NEW PRICE OF SAUDI ARABIAN MARKER CRUDE. SINE THEN, NIGERIAN 
PRICE HAS BEEN INCREASED IN QUARTERLY INCREMENTS UNTIL 
DIFFERENTIAL BETWEEN 34 API NIGERIAN CRUDE AND SAUDI MARKER 
IS NOW DOLLARS 1.65. FMG COULD CALCULATE NEW PRICE BY 
INCREASING FORMER SAUDI MARKER 10 PERCENT TO DOLLARS 12.66 
AND ADDING PRESENT DIFFERENTIAL, MAKING NIGERIAN PRICE DOLLARS 
14.31. THIS WOULD BE DOLLARS 1.15 ABOVE PRESENT PRICE, WHICH IN 
FACT WOULD REPRESENT ONLY 8.7 PERCENT INCREASE. SINCE SOME OPEC 
SOURCES HAVE SAID TWO-TIER PRICE DECISION RENDERS DIFFERENTIAL 
STRUCTURE USELESS ANYWAY, FMG, WHILE INSISTING THAT IT BASING 
PRICE ON TEN PERCENT INCREASE IN MARKER CRUDE VALUE, COULD ALSO 
ADD WHATEVER LOWER DIFFERENTIAL IT JUDGED NECESSARY TO KEEP 
NIGERIAN CRUDE COMPETITIVE IN WORLD MARKETS. NET RESULT MIGHT 
EVEN BE OVERALL INCREASE OF ONLY FIVE PERCENT. 

4. COMPANY OFFICIALS ALSO AGREE WITH BUHARI'S OPINION THAT 
NIGERIA OIL NOT ALWAYS SUBSTITUTABLE AND BECAUSE PURCHASERS ARE 
MINDFUL OF LONG-TERM SECURITY OF SUPPLY. GULF OIL MANAGING 
DIRECTOR NOTED GULF'S 100,000 B/D PHILADELPHIA REFINERY 

IS GEARED TO SWEET LIGHT CRUDES AND CANNOT PROCESS SAUDI 
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OIL. SHELL-BP MANAGING DIRECTOR OBSERVED THAT MANY REFINERS 
IN EUROPE WHO USE NIGERIAN CRUDE FOR PETROCHEMICAL FEED- 
STOCKS IN SIMILAR SITUATION. NO COMPANY SEEMS TO BE IN ANY 
GREAT HURRY TO TERMINATE CONTRACTS FOR NIGERIAN CRUDE. 

COMPANY OFFICIALS FEEL THAT BUHARI’S WARNING THAT NIGERIA 
QUOTE WILL DO UNTO OUR CUSTOMERS AS THEY DO UNTO US UNQUOTE, 
WITH ITS IMPLICATION THAT ANY BUYERS WHO DROP OUT NOW WILL 
NOT BE ALLOWED BACK IN LATER, IS INDEED AN EFFECTIVE 
DISSUASION. IF EVERYONE STOPPED BUYING NIGERIAN CRUDE 
SIMULTANEOUSLY, NIGERIA WOULD OF COURSE HAVE TO WOO OLD 
CUSTOMERS BACK. BUT, AS COMPANY OFFICIALS SEE IT, SUCH 
COORDINATION IMPOSSIBLE. SINCE NIGERIA COULD WELL AFFORD TO 
FREEZE OUT FIRST ONE OR TWO PURCHASERS WHO SHIFTED ALLEGIANCES, 
NO ONE WILL WANT TO RISK BEING THE FIRST. 

5. WHAT MANY COMPANIES ARE CONCERNED ABOUT IS THAT AS THEY 
CONTINUE TO LIFT NIGERIAN CRUDE WHILE INTERNATIONAL MARKET 
WORKS OUT PRICES, THEY WILL AT LEAST FOR SOME PERIOD OF TIME 
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BE FORCED TO ABSORB LOSSES IN SELLING THIS CRUDE OR ITS 
PRODUCTS IN COMPETITION WITH LOWER PRICED SAUDI CRUDE. GULF 
OIL MANAGER POINTED OUT THAT A SUDDEN FIVE PERCENT SHIFT 
IN RELATIVE COSTS OF SAUDI AND NIGERIAN CRUDE WOULD IUST ABOUT 
WIPE OUT 70 CENT PER BARREL PROFIT MARGIN COMPANIES GET ON 
EQUITY OIL AND WOULD TURN 33 CENT PER BARREL PROFIT ON ALL 
BARRELS LIFTED INTO OUTRIGHT LOSS. 

6. LASTLY, CONFUSION OVER PRICES AND POSSIBILITY THAT INCREASED 
SAUDI PRODUCTION MIGHT CAUSE CUTBACK IN NIGERIAN PRODUCTION 
DIMINISH PROSPECTS THAT LONG ANTICIPATED ANNOUNCEMENT BY FMG OF 
NEW FISCAL INCENTIVES WILL LEAD TO RAPID RESUMPTION OF INVESTMENT 
BY COMPANIES IN DEVELOPMENT OF NEW PRODUCTION CAPACITY, EVEN IF 
INCENTIVES PROVE ATTRACTIVE. COMPANIES WITH ACCESS TO SAUDI CRUDE, 
LIKE MOBIL AND TEXACO, MAY FEEL LESS NEED TO RESPOND TO NIGERIAN 
OFFERS, WHILE COMPANIES WITHOUT SAUDI CRUDE, LIKE GULF AND SHELL- 
BP, MAY HAVE TO BE MORE COOPERATIVE. DEPENDING ON HOW DETERMINED 
FMG WILL BE TO GET NEW INVESTMENT GOING AGAIN, IT POSSIBLE THAT 
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SUCH DISTINCTIONS COULD LEAD TO FULL NATIONALIZATION OF 
RECALCITRANT COMPANIES, A STEP WHICH MANY OIL COMPANY OFFICIALS 
ARE NOW SAYING THEY WOULD WELCOME. 

EASUM 
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